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ABSTRACT 

FDI  plays  an  important  role  in  the  long  term  development  of  a  country  by  enhancing  the  competitiveness  of 
domestic  economy  through  transfer  of  capital,  up  gradation  of  technology,  developing  managerial  skills  and  capabilities  in 
various  sectors,  strengthening  infrastructure,  raising  productivity  and  generating  new  employment  opportunities.  India  is 
being  looked  up  by  many  foreign  nations  as  the  scope  of  investment  due  to  rise  in  purchasing  power,  growing 
consumerism  and  brand  proliferation.  Allowing  FDI  in  the  retail  sector  proves  good  as  it  leads  to  improvements  in  supply 
chain  technologies,  elimination  of  the  exploitative  system  of  middlemen  and  informational  externalities  to  local  players 
that  could  benefit  consumers  and  suppliers.  Competition  is  best  for  consumers  as  it  gives  them  variety  and  better  quality  at 
reduced  prices.  Opposition  have  raised  concerns  about  employment  losses,  promotion  of  unhealthy  competition  among 
organized  domestic  retailers  from  the  market  and  distortion  of  urban  cultural  development.  However,  the  Indian 
government  must  take  timely  and  prudent  actions  to  safeguard  the  health  of  the  Indian  retail  sector  and  to  stabilize 
themselves  against  competition  from  the  giant  players  of  the  global  economy. 

This  research  paper  focuses  on  the  overview  of  the  Indian  retail  sector  along  with  the  opportunities  of  expansion 
of  FDI  in  India  and  the  major  challenges  that  it  faces. 
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INTRODUCTION 

Retail  Sector  is  one  of  the  most  important  pillars  of  Indian  economy  and  it  is  growing  at  a  phenomenal  pace. 
The  increasing  disposable  incomes  among  the  Indian  middle  class,  increased  urbanization,  credit  availability,  improvement 
in  infrastructure  and  increasing  young  population  have  been  cited  as  the  main  reasons  for  such  attractive  optimism.  Foreign 
investors  are  also  very  keen  to  invest  in  Indian  Retail  Sector.  Foreign  Direct  Investment  (FDI)  in  the  Indian  retail  sector 
plays  an  integral  role  in  the  economic  growth  of  the  country. 

India,  being  a  signatory  to  World  Trade  Organization's  General  Agreement  on  Trade  in  Services,  had  to  open  up 
the  retail  trade  sector  to  foreign  investment.  There  were  initial  reservations  towards  opening  up  of  retail  sector  due  to  fear 
of  job  losses,  procurement  from  international  market,  competition  and  loss  of  entrepreneurial  opportunities. 
However,  the  government  in  a  series  of  moves  has  opened  up  the  retail  sector  to  Foreign  Direct  Investment  (FDI). 

The  Government  cap  over  FDI  in  retail  has  been  a  personification  of  the  dilemma  that  confronts  policy  makers 
about  whether  opening  up  FDI  in  retail  would  be  a  boon  or  bane  for  the  sector. 

REVIEW  OF  LITERATURE 

A  study  conducted  by  Mukherjee  and  Patel  (2005)  found  that  foreign  retailers  are  working  with  small 
manufacturers  and  are  providing  them  technologies  like  packaging  technologies  and  bar  coding.  Sourcing  from  India  has 
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increased  with  the  advent  of  foreign  retailers  and  they  also  bring  in  an  efficient  supply-chain  management  system. 
Joint  ventures  with  foreign  retailers  are  helping  the  Indian  industry  to  get  access  to  finance  and  global  best  practices. 

Prof.  Kore  Chandrakant  (2011)  examines  the  changing  habits  of  Indian  consumers,  impact  of  FDI  on  consumers, 
suppliers  and  present  retailers.  It  raises  the  concern  regarding  the  employment  opportunities  citing  the  example  of 
Wal-Mart,  the  world's  largest  retailer  which  has  the  capability  of  wiping  out  immediate  competition  and  sustaining  losses 
for  few  years,  an  estimated  eight  million  people  in  the  unorganized  sector  will  be  displaced. 

Moghe  (2012)  critically  analyzed  the  decision  of  Indian  government  to  open  retail  sector  for  FDI  in  single-brand 
and  multi-brand  category  and  it's  likely  to  have  an  adverse  impact  on  various  components  of  Indian  economy. 

Vaidehi  and  Alekhya  (2012)  studied  the  positive  and  negative  effects  of  FDI  on  Indian  economy.  It  can  be 
concluded  that  to  keep  pace  with  the  forecast  of  Indian  GDP,  government  should  encourage  foreign  investment. 

Jain  and  Sukhlecha  (2012)  studied  FDI  in  multi-brand  retail  and  tried  to  establish  the  need  of  the  retail  community 
to  invite  FDI  in  multi-brand  retailing. 

Kumar  (2013)  examined  the  decision  of  government  to  allow  51  percent  FDI  in  multi  brand  retail.  India  came 
under  serious  flake  due  to  many  reasons,  loss  of  employment  being  one  of  them. 

Mahadevaswamy  and  Nalini  (2013)  analyzed  the  perceptions  of  the  common  man  about  foreign  direct  investment 
(FDI)  in  multi-brand  retailing  (MBR). 

Jain  (2013)  examined  that  retailing  is  the  interface  between  the  producer  and  the  individual  consumer  buying  for 
personal  consumption.  As  such,  retailing  is  the  last  link  that  connects  the  individual  consumer  with  the  manufacturing  and 
distribution  chain.  Indian  retail  industry  is  one  of  the  sunrise  sectors  with  huge  growth  potential. 

RESEARCH  METHODOLOGY 

This  paper  is  based  on  secondary  data  and  information  collected  from  various  books,  journals,  government 
publications,  newspapers  etc.,  and  research  is  descriptive  in  nature.  Data  is  presented  in  the  form  of  tables  and  analyzed  in 
the  form  of  charts.  Internet  searching  has  also  been  done  for  this  purpose. 

MEANING  OF  RETAIL  SECTOR 

In  2004,  The  High  Court  of  Delhi  defined  the  term  'retail'  as  a  sale  for  final  consumption  i.e.  a  sale  to  the  ultimate 
consumer.  A  retailer  purchases  goods  or  products  in  large  quantities  form  manufacturers  directly  or  through  wholesaler  and 
then  sells  smaller  quantities  to  the  consumers  for  a  profit.  Thus  retailing  can  be  said  to  be  the  interface  between  the 
producer  and  the  individual  consumer  who  purchases  goods  for  personal  consumption. 

The  retail  industry  is  mainly  divided  into  two  types-  Organized  and  Unorganized  Retailing. 

•  Organized  Retailing:  Refers  to  trading  activities  undertaken  by  licensed  retailers,  who  are  registered  for  sales 
tax,  income  tax,  etc.  These  include  the  corporate-backed  hypermarkets,  supermarkets  and  retail  chains. 

•  Unorganized  Retailing:  On  the  other  hand,  refers  to  the  traditional  formats  of  low-cost  retailing,  for  example,  the 
local  kirana  shops,  paan/beedi  shops,  owner  manned  general  stores,  convenience  stores  and  pavement  vendors, 
etc.  The  Indian  retail  sector  is  highly  fragmented  with  97  per  cent  of  its  business  being  run  by  the  unorganized 
retailers. 
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Overview  of  Retail  Sector  in  India 

Retailing  is  one  of  the  prime  movers  of  an  Indian  economy.  In  India,  retailing  is  the  second  largest  industry 
accounting  for  about  14  to  15%  of  its  GDP  and  around  8  %  of  the  employment.  Nearly  40  million  people  earn  their 
livelihood  from  retailing  business  and  majority  of  them  are  small  traders,  kirana  shop  owners  etc.  In  2010,  the  Indian  retail 
market  was  valued  at  $435  billion  and  attracted  the  largest  number  of  new  retailers.  According  to  study  conducted  by 
Indian  Council  for  Research  on  International  Economic  Relations  (ICRIER),  total  retail  business  in  India  will  grow  at 
13%  annually,  from  $  322  billion  in  2006-2007  to  $  590  billion  in  201 1-  2012  and  further  to  $  1  trillion  by  2016-2017. 


Size  of  Indian  Retail  (in  US$  bn) 
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Retailing  in  India  is  gradually  becoming  the  next  boom  industry.  The  whole  concept  of  shopping  has  changed  in 
terms  of  format  and  consumer  buying  behavior,  bringing  a  revolution  in  shopping.  Contrary  to  traditional  retailing,  modern 
retail  has  entered  Indian  markets  as  sprawling  shopping  centers,  multi-storied  malls  offering  shopping,  entertainment  and 
food  all  under  one  roof.  India  has  a  large  proportion  of  young  population  that  provides  a  conducive  environment  for  this 
sector.  The  per  capita  income  in  India  has  doubled  between  2000-01  and  2009-10  resulting  in  improved  purchasing  power. 
The  customer  mind  set  is  gradually  shifting  from  low  price  to  better  convenience,  high  value  and  a  better  shopping 
experience.  Quick  and  easy  loans,  EMIs,  loan  through  credit  cards,  have  made  purchasing  very  easy  for  Indian  consumers. 
There  is  high  brand  consciousness  among  the  youth.  All  these  factors  are  contributing  to  the  growth  of  retail  sector  in 
India. 

The  retail  trade  sector  of  India  occupies  important  place  in  the  socio-economic  growth  of  the  country. 
As  a  consequence,  the  opening  up  of  the  retail  sector  to  foreign  direct  investment  (FDI)  is  inevitable.  International 
experience  also  shows  that  there  has  been  impressive  growth  in  retail  and  wholesale  trade  after  China  approved  100%  FDI 
in  retail.  Thailand  has  experienced  tremendous  growth  in  the  agro-processing  industry. 

FDI  in  Indian  Retail  Sector 

FDI  refers  to  capital  inflows  from  abroad  that  are  invested  to  enhance  the  production  capacity  of  the  economy. 
FDI  in  India's  retail  business  can  be  made  through  any  of  routes  like  joint  ventures,  franchising,  cash  and  carry  operations, 
and  non-store  formats. 

The  question  is  why  foreign  investors  are  so  keen  on  throwing  away  huge  sums  to  a  poor  nation  and  why  is  India 
so  reluctant  to  divert  from  a  'closed  economy'.  The  reason  is  that  India  has  one  of  the  largest  consumer  markets  of  the 
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world  and  a  huge  population  that  likes  to  spend  irrespective  of  its  financial  constraints.  India  is  ranked  as  the  third  most 
attractive  nation  for  retail  investment  among  30  emerging  markets,  which  is  next  to  China  and  Kuwait.  There  can  be  two 
types  of  FDI  in  the  retail  sector. 

FDI  in  Single  Brand  Retail 

Single  brand  implies  that  foreign  companies  would  be  allowed  to  sell  goods  internationally  under  a  single  brand, 
like  Reebok,  Nokia  and  Adidas.  FDI  in  Single  brand  retail  implies  that  a  retail  store  with  foreign  investment  can  sell  only 
one  brand. 

FDI  in  Multi  Brand  Retail 

FDI  in  Multi  Brand  retail  implies  that  a  retail  store  with  a  foreign  investment  can  sell  multiple  brands  under  one 
roof.  Opening  up  FDI  in  multi-brand  retail  will  mean  that  global  retailers  including  Wal-Mart,  Marks  &  Spencer, 
Carrefour  and  Tesco  can  open  stores  offering  a  range  of  household  items  and  grocery  directly  to  consumers  in  the  same 
way  as  'kirana'  store  does. 

Current  Position  of  FDI  in  Indian  Retail 

As  a  part  of  the  economic  liberalization  process  set  in  place  by  the  Industrial  Policy  of  1991,  the  government  of 
India  has  opened  up  the  retail  sector  to  FDI  in  a  phased  manner. 

•  In  1995  World  Trade  Organization's  (WTO)  General  Agreement  on  Trade  in  Services  (GATS),  which  included 
both  wholesale  and  retail  trade  in  services,  came  into  effect. 

•  In  1997  FDI  in  cash  and  carry  (wholesale)  was  allowed  up  to  100%  under  the  government  approval  route. 

•  In  2006  FDI  in  single  brand  retail  was  permitted  to  the  extent  of  51%  and  FDI  in  cash  and  carry  was  brought 
under  automatic  route. 

•  In  2011,  100%  FDI  in  single-brand  retail  was  permitted  with  government  approval  and  51%  FDI  in  multi-brand 
was  allowed  with  a  few  conditions.  The  recommendations  of  FDI  policy  in  multi  brand  retail  are: 

o  At  least  50%  of  total  FDI  is  to  be  invested  in  back-  end  infrastructure. 

o  At  least  30%  of  their  goods  and  products  will  be  procured  from  local  companies  a  industries. 

o  At  least  $100  million  FDI  in  multi  brand  retail  sector  is  required. 

o  Retail  outlets  can  be  set  up  in  cities  having  a  population  of  at  least  1  million. 

FDI  in  multi-brand  retail  is  restricted  to  protect  the  traditional  mom  and  pop  retailers.  This  policy  restricts  global 
low-cost  multi-brand  retailers  from  catering  directly  to  Indian  consumers. 

Some  of  the  Key  Players  in  Indian  Retail  Sector 

Major  domestic  players  in  India  are  -  Pantaloon  Retail  Ltd.,  Shoppers  Stop  Ltd.,  Spencer's  Retail,  Lifestyle 
Retail,  Landmark  group  venture,  Bharti  Retail,  Tata  Trent,  Globus,  Aditya  Birla,  More  and  Reliance  retail. 

Major  foreign  players  who  have  entered  the  segment  in  India  are. 

•  Carrefour  which  opened  its  first  cash  and  carry  store  in  India  in  New  Delhi. 

•  Germany  based  Metro  cash  and  carry  which  opened  six  wholesale  centers  in  the  country. 
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•  Wal-Mart  in  a  JV  with  'Bharti  Retail',  owner  of  easy  day  store  -  plans  to  invest  about  US  $  2.5  billion  over  the 
next  five  years  to  add  about  10  million  sq.  ft.  of  retails  space  in  the  country. 

•  British  retailer  Tesco  PIC  (TSCO)  in  2008  signed  an  agreement  with  Trent  Ltd.  (TRENT)  the  retail  arm. 

•  Marks  &  Spencers  have  a  JV  with  Reliance  retail. 
Sources  of  FDI  in  India 

India  has  broadened  the  sources  of  FDI  in  the  period  of  reforms.  There  were  more  than  130  countries  investing  in 
India  in  201 1  as  compared  to  15  countries  in  1991. 

Table  1:  Major  Sources  of  FDI  (In  %)  in  India  (From  April  2000  to  April  2011) 
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Source:  Complied  &  computed  from  the  various  issues  of  Economic  Survey,  RBI  Bulletin,  Ministry  of  Commerce 

The  data  in  Table-1  presents  the  major  investing  countries  in  India  during  2000-2011.  Mauritius  is  the  largest 
investor  in  India  with  41.56%  of  total  FDI  during  the  period.  This  dominance  of  Mauritius  is  because  of  the  Double 
Taxation  Treaty  i.e.,  DTAA-  Double  Taxation  Avoidance  Agreement  between  the  two  countries,  which  favors  routing  of 
investment  through  this  country.  This  DTAA  has  been  made  out  with  Singapore  also.  Singapore  is  the  second  largest 
investing  country  in  India.  While  comparing  the  investment  made  by  both  Mauritius  and  Singapore,  we  find  that  there  is  a 
huge  difference  between  FDI  inflows  to  India  from  Mauritius  and  Singapore.  The  other  major  countries  are  U.S. A  with  a 
relative  share  of  7.17%  followed  by  UK,  Netherlands,  Japan,  Cyprus,  Germany,  France  and  UAE. 


SHARE  OF  TOP  10  COUNTRIES  IN  FDI  INFLOWS  ( 2000-2011) 
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Figure  2 

Thus,  it  is  understood  that  only  these  ten  countries  account  for  81.4%  of  the  total  FDI  inflows  in  India  during 
2000-2011. 


Distribution  of  FDI  within  India 


FDI  inflows  in  India  are  concentrated  around  five  cities  namely,  Mumbai,  New  Delhi,  Bangalore,  Ahmedabad, 
and  Chennai. 
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DISTRIBUTION  OF  FDI  WITHIN  INDIA 
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Figure  3 

Within  the  country,  there  has  been  significant  debate  on  whether  opening  up  of  FDI  in  retail  sector  will  create 
problems  or  provide  opportunities.  Although  there  is  no  clear  answer  yet,  let's  look  at  some  of  the  advantages  and 
disadvantages  of  allowing  FDI  in  retail  sector. 

Advantages  of  FDI  in  Retail 

•  Overall  Growth  of  the  Country:  FDI  is  one  of  the  major  sources  of  investments  for  a  developing  country  like 
India  wherein  it  expects  huge  investments  from  multinational  companies  to  improve  the  countries  growth  rate, 
create  jobs,  share  their  expertise,  back-end  infrastructure  and  research  &  development  in  the  country. 

•  Availability  of  Large  Varieties  at  Reduced  Prices:  Entry  of  the  multi-national  corporations  will  promise 
intensive  competition  between  the  different  companies  offering  their  brands  in  a  particular  product  market. 
When  the  manufacturing  companies  will  take  efforts  to  increase  their  market  share,  competition  among  them  will 
be  activated.  Such  a  competition  will  result  in  the  availability  of  many  varieties,  reduced  prices,  and  convenient 
distribution  of  the  marketing  offers. 

•  Improvement  in  Supply  Chain  Systems:  Improvement  of  supply  chain  and  distribution  efficiencies,  coupled 
with  capacity  building  and  introduction  of  modern  technology  will  help  to  reduce  the  wastages.  As  much  as  40% 
of  India's  fruits  and  vegetables  rot  due  to  lack  of  processing  facilities.  The  foreign  retail  houses  like  Wal-Mart  and 
Carrefour  can  bring  better  managerial  practices  and  IT-Friendly  techniques  to  cut  wastages  and  set  up  integrated 
supply  chains  to  gradually  replace  present  disorganized  retail  market. 

•  Improved  Standard  of  Living:  Consumers  in  the  organized  retail  will  have  the  opportunity  to  choose  between  a 
numbers  of  internationally  famous  brands  with  pleasant  shopping  environment,  huge  space  for  product  display, 
maintenance  of  hygiene  and  better  customer  care.  FDI  can  account  for  a  higher  standard  of  living  by  bringing  in 
high-quality  foreign  items  of  luxury  that  were  previously  banned  in  India.  As  a  result,  the  high  class  of  India 
won't  have  to  import  these  goods  and  generate  a  cash  outflow. 

•  Improved  Technology  and  Logistics:  Improved  technology  in  the  sphere  of  processing,  grading,  handling  and 
packaging  of  goods  and  further  technical  developments  in  areas  like  electronic  weighing,  billing,  barcode 
scanning  etc.  could  be  a  direct  consequence  of  foreign  companies  opening  retail  shops  in  India,. 
Further,  transportation  facilities  can  get  a  boost,  in  the  form  of  increased  number  of  refrigerated  vans  which  can 
help  to  bring  down  wastage  of  goods. 
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•  Benefits  for  the  Farmers:  Though  India  is  the  second  largest  producer  of  fruits  and  vegetables,  it  has  a  very 
limited  integrated  cold-chain  infrastructure.  Lack  of  adequate  storage  facilities  causes  heavy  losses  to  farmers, 
in  terms  of  wastage  in  quality  and  quantity  of  produce.  With  liberalization,  there  could  be  a  complete  overhaul  of 
the  supply  chain  infrastructure.  Extensive  backward  integration  by  multinational  retailers,  coupled  with  their 
technical  and  operational  expertise,  can  hopefully  remedy  such  structural  flaws.  Also,  farmers  can  benefit  with  the 
'farm-to  fork'  ventures  with  retailers  which  helps-  (i)  to  cut  down  intermediaries  (ii)  to  give  better  prices  to 
farmers,  and  (iii)  provide  stability  and  economics  of  scale. 

•  Better  Employment  Opportunities:  Huge  investments  in  the  retail  sector  will  see  gainful  employment 
opportunities  in  agro  processing,  sorting,  marketing,  logistics,  and  front  end  retail.  At  least  10  million  jobs  are 
likely  to  be  created  in  the  next  three  years  in  the  retail  sector. 

•  Impact  on  Real-Estate  Development:  Retail  is  closely  dependent  on  real  estate  as  any  retailer  will  require 
substantial  spaces  for  setting  up  business.  Real  estate  in  India  has  gone  through  a  revamp  due  to  the  demand  of 
high-end  retail  malls  and  people's  changing  perception  towards  an  enjoyable  shopping  experience.  Thus  real 
estate  can  get  a  further  facelift  in  India  and  receive  more  investment  with  the  opening  up  of  FDI  in  multi-brand 
retail. 

Disadvantages  of  FDI  in  Retail 

•  Displacement  of  Traditional  Retailers:  FDI  in  retail  will  have  an  adverse  impact  on  the  traditional  unorganized 
retail  which  is  currently  more  dominant.  India  has  1.2  crore  shops  employing  over  4  crore  people  and  95%  of 
these  are  small  shops  run  by  self-employed  people.  FDI  in  Retail  involves  traditional  retailers  going  out  of 
business.  They  wouldn't  be  able  to  compete  because  of  the  international  competition.  International  experience  of 
USA  and  Europe  shows  that  supermarkets  invariably  displace  small  retailers. 

•  Increase  in  Real  Estate  Prices:  It  is  obvious  that  the  foreign  companies  which  enter  into  India  to  open  up  their 
malls  and  stores  will  certainly  look  for  places  in  the  heart  of  cities.  There  shall  be  a  war  for  place,  initiated  among 
such  companies.  It  will  result  in  increase  in  the  cost  of  real  estate  that  will  eventually  affect  the  interest  of  the 
ordinary  people  who  desire  to  own  their  houses  within  the  cities. 

•  Creation  of  Monopoly  in  the  Long-Term:  The  foreign  companies,  which  shall  be  permitted  through  FDI  in 
retail,  will  initially  spend  huge  sum  of  money  to  chase  the  domestic  companies  out  of  business.  The  foreign  giants 
will  offer  the  products  in  the  beginning  at  subsidized  rates  in  order  to  capture  a  large  market  share.  They  can 
sustain  for  a  longer  period  even  in  loss,  but  the  same  is  not  possible  for  domestic  companies.  Once,  the  domestic 
companies  are  suppressed  fully  and  sent  out  of  the  market,  the  foreign  companies  will  play  like  monopoly.  This 
will  only  result  in  the  exploitation  of  the  interest  of  final  consumers. 

•  Adverse  Impact  on  Farmers:  FDI  in  retail  will  leave  the  farmers  at  the  mercy  of  the  multi-nationals  as  they  will 
fix  the  price  of  the  products  being  procured  from  them.  The  giant  retailers  would  have  far  greater  bargaining 
power  vis-a-vis  the  farmers.  As  against  the  'mandis'  that  operate  today,  where  several  traders  have  to  compete 
with  each  other  in  order  to  buy  the  farmers'  produce,  there  will  be  a  single  buyer  in  the  case  of  the  MNCs.  This 
will  make  the  farmers  dependent  on  the  MNCs  and  vulnerable  to  exploitation.  The  farmers  may  not  be  able  to  sell 
their  entire  product  which  is  currently  being  undertaken  by  the  government  agencies. 
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•  Less  Choice  and  Distortion  of  Culture:  Fragmented  markets  give  larger  options  to  consumers.  Consolidated 
markets  make  the  consumer  captive.  Certain  Indian  brands  may  start  losing  their  importance.  As  the  similar  kind 
of  product  will  be  available  in  a  foreign  brand,  consumers  will  long  to  buy  foreign  brand  product.  The  culture  of 
the  people  in  India  will  slowly  be  changed,  which  is  not  for  good.  The  youth  shall  easily  imbibe  negative  aspects 
of  foreign  culture  and  lifestyles  and  develop  inappropriate  consumption  pattern,  which  is  not  suited  to  Indian 
cultural  environment. 

•  Creates  Unemployment:  Jobs  in  the  manufacturing  sector  will  be  lost  because  structured  international  retail 
makes  purchases  internationally  and  not  from  domestic  sources.  Moreover,  the  middlemen  who  have  been 
working  in  this  industry  will  be  thrown  out  of  their  jobs  as  the  foreign  retailers  will  be  directly  procuring  from  the 
main  supplier. 

Challenges  in  Retail  Business  in  India 

There  are  several  challenges  that  Indian  retail  sector  has  to  face. 

•  Real  Estate  Issues:  Due  to  high  cost  of  real  estate  in  most  cities,  it  is  difficult  to  find  suitable  properties  in  central 
locations  for  retail.  Most  of  the  retail  outlets  in  India  have  outlets  that  are  less  than  500  square  feet  in  area. 
This  is  very  small  by  International  Standards. 

•  Lack  of  Capital  Availability:  Capital  availability  for  business  is  another  challenge  faced  by  this  sector. 
Due  to  the  absence  of  'industry  status'  organized  retail  in  India  faces  difficulties  in  procurement  of  organized 
finance  and  fiscal  incentives. 

•  Inefficient  Supply  Chain  Management:  Indian  retailing  is  still  dominated  by  the  unorganized  sector  and  there  is 
still  a  lack  of  efficient  supply  chain  management.  India  must  concentrate  on  improving  the  supply  chain 
management,  which  in  turn  would  bring  down  inventory  cost,  which  can  then  be  passed  on  to  the  consumer  in  the 
form  of  low  pricing. 

•  Human  Resource  Problems:  There  is  a  shortage  of  skilled  manpower  in  the  organized  retail  sector  of  India. 
The  Indian  retailers  have  difficulty  in  finding  trained  persons  and  also  have  to  pay  more  in  order  to  retain  them. 
This  again  brings  down  the  Indian  retailers  profit  levels. 

•  Frauds  in  Retail:  It  is  one  of  the  primary  challenges  the  companies  would  have  to  face.  Frauds,  including  vendor 
frauds,  thefts,  shoplifting  and  inaccuracy  in  supervision  and  administration  are  the  challenges  that  are  difficult  to 
handle.  This  is  so  even  after  the  use  of  security  techniques,  such  as  CCTVs  and  POS  systems. 

•  Challenges  with  Infrastructure  and  Logistics:  The  lack  of  proper  infrastructure  and  distribution  channels  in  the 
country  results  in  inefficient  processes.  Infrastructure  does  not  have  a  strong  base  in  India.  Transportation, 
including  railway  systems,  has  to  be  more  efficient.  Highways  have  to  meet  global  standards.  Airport  capacities 
and  power  supply  have  to  be  enhanced.  Warehouse  facilities  and  timely  distribution  are  other  areas  of  challeng. 

POLICY  RECOMMENDATIONS 

However,  if  FDI  in  retail  is  liberalized  by  considering  the  following  suggestions,  it  is  expected  to  bring  in  more  of 
benefits  than  threats  to  the  country. 
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•  FDI  should  be  initially  allowed  in  less  sensitive  sectors  and  also  in  the  sectors  wherein  the  domestic  companies 
are  established  strongly. 

•  FDI  in  retail  should  be  liberalized  in  a  phased  manner  like  the  case  with  China. 

•  Entry  of  foreign  players  must  be  gradual  with  social  safeguards  so  that  the  effects  of  labor  dislocation  can  be 
minimized. 

•  Adequate  attention  should  be  paid  to  procuring,  staff  recruitment,  investments  in  warehouse,  cold  storage, 
infrastructure,  competition  and  retail  formats  so  that  not  only  does  the  money  comes  in,  but  also  it's  a  win-win 
situation  for  the  current  national  retailer  as  well  as  'mom  and  pop'  stores  which  account  for  70%  of  the  retail 
business  even  after  the  arrival  of  national  retailers  from  the  corporate  giants  like  the  Tata,  Reliance,  Future  Group 
and  the  Birla's. 

•  The  government  should  take  initiatives  to  improve  the  manufacturing  sector.  If  the  manufacturing  is  strengthened, 
the  displaced  employees  of  the  retail  industry  could  be  well  accommodated  there. 

•  A  National  Commission  should  be  set  up  to  study  the  problems  of  the  retail  sector  which  should  also  evolve  a 
clear  set  of  conditions  on  foreign  retailers  on  procurement  of  farm  produce,  domestically  manufactured 
merchandise  and  imported  goods.  These  conditions  must  state  minimum  space,  size  and  other  details  like 
construction  and  storage  standards. 

CONCLUSIONS 

It  is  obvious  that  India,  being  a  member  of  WTO,  has  to  allow  FDI  in  multi-brand  retail  also.  India  could  only 
delay  the  permission  to  FDI  but  not  to  disallow  it.  So  India  should  find  out  suitable  ways  so  that  it  can  enjoy  more  of  the 
benefits  than  threats.  The  entry  of  foreign  capital  into  multi-brand  retailing  needs  to  be  anchored  in  such  a  way  that  it  must 
result  in  backward  linkages  of  production  and  increase  domestic  retailing  as  well  as  exports.  It  can  be  stipulated  that  a 
percentage  of  FDI  should  be  spent  towards  building  up  of  back  end  infrastructure,  logistics  or  agro  processing  units  and  at 
least  50%  of  the  jobs  in  the  retail  outlet  should  be  reserved  for  rural  youth. 

Thus,  the  priority  step  would  be  accordance  of  industry  status  to  retail  sector.  Uniform  regulatory  structure  need  to 
be  set  up  with  respect  to  taxes  and  duties  as  regards  modern  retail  sector.  Exclusive  national  policy  pertaining  to  this  sector 
should  be  formulated.  Along  with  existing  legal  and  regulatory  framework,  strong  enforcement  mechanism  is  necessary  to 
ensure  that  big  retailers  do  not  dislocate  small  retailers  by  unfair  means. 
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